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Economics: Background Paper on Central America 

Introduction 

Weak economic conditions prevail throughout Central America today, reflecting 

the d i f f i c u l t  international economic environment of the past several years, 

the effects  pol i t ica l  ins tabi l i ty  and the consequences poor domestic 

economic management. Economic and po l i t i ca l  s t a b i l i t y  are intertwined. 

Without a reduction i n  the levels  of violence, economic recovery is almost 

impossible; without economic growth, the social  and pol i t ica l  pressures 

underlying some of the tensions i n  the region w i l l  inevitably increase. 

T h i s  paper does not pretend t o  solve t h i s  dilemma. I t s  purpose is t o  describe 

and explain current economic conditions, derive from tha t  analysis the key 

issues which need t o  be aadressed, and suggest a l ternat ive conceptual 

s t ructures  through which the United States  could help the Central American 

countries improve the i r  economic performance. 

The paper is  divided in to  several sections. The f i r s t  deals w i t h  the 

evolution of the economic s i tuat ion i n  the region, highlighting the major 

sources of the current economic d i s t r e s s  and focussing on the external debt 

s i tuat ion and the role of foreign assistance. 'The second section ident i f ies  

c r i t i c a l  economic needs of the region and raises  several issues for  further 

discussion including short-term economic s tabi l iza t ion  and the future of 

regional integration. Finally, the ' l a s t  section of the paper deals w i t h  

policy options for  the United States.  In addition, the appendix summaries 

individual country s i tuat ions ana presents summarized country economic 

s t a t i s t i c s .  



Economic Conaitions* 

The economy of Central America has Deen b a d y  a f fec tea  by the internat ional  

economic and f inanc ia l  c r i s i s  of the past  several  years. Adverse external  

conait ions,  compounaed by poor management ana s t ruc tu ra l  economic weaknesses, 

have proauced high i n f l a t i o n ,  economic s tagnat ion,  and debt service problems 

throughout the  region. Although inaiviaual  country experiences have oif fereo 

marginally, the same general pattern has prevailea: s ince-  1979 rea l  gross 

aomestic proauct of the  Central American countr ies  has tenaea t o  stagnate o r  

contract  (See Table 1). ** 

Chanqe i n  Real GDP 

(Percent) 

Costa Rica 

E l  Salvador 

Guatemala 

Honcjuras 

Nicaragua 

Pa nana 

* Cata i n  t h i s  paper are  arawn from Internat ional  Monetary Funa, Worlo B n n ,  

in~er -kner ican  Development Bank, U. S. Government, tne Bank for  

Internat ional  Settlements, ana national sources. These aa ta  of ten con f l i c t  

ana a r e  p a r t i a l l y  estimates; the  oata  whlcn have been usea a re  juagea t o  be 

the most accurate information avai lable .  

*+ See the Appenaix for notes on inoivioual countries ana country aata sheets.  



Changes i n  economic a c t i v i t y  per cap i ta  have Deen even weaker i n  recent years 

(Table 2 ) .  However, during the years between 1960 and 1975, per capi ta  growth 

was qu i t e  s t rong,  re f lec t ing  the  dynamism of the worla economy ana the  

posi t ive  e f f e c t s  of sharply increased regional t rade under the auspices of tne  

Central American Corrunon Market (CACM) . (Costa Rica, E l  Salvador, Guatemala, 

Honouras, ana Nicaragua formed a t raae  sna payments union i n  1960. ) Economic 

a c t i v i t y  decline0 sharply i n  Nicaragua ( r e f l e c ~ i n g  the  e f f e c t s  of the  massive 

earthquake and the s t ruggle  t o  overthrow President Somoza) and E l  Salvaaor 

a f t e r  1975. During 1980-82, economic a c t i v i t y  i n  Costa Rica, E l  Salvaaor, 

Guatemala, and Honduras declined i n  per cap i ta  terms. Only Panama was able' t o  

maintain i t s  economic growth momentum, a t  l e a s t  through 1982. ( In  1983, 

though, rea l  economic a c t i v i t y  i s  reportedly declining i n  Panama.) 

Table 2: Changes i n  Per C a ~ i t a  Real GDP 

(Annual averGge percent)  

Costa Rica 

El Salvaaor 

Gu2 t emala 

Honouras 

Nicaragua 

Panama 

The di f ferences  among the Central American economies are  almost a s  important 

a s  the  s i m i l a r i t i e s .  Per capi ta  GNP ranges between $600 i n  Honouras t o  $1900 

i n  Panama. Population growth va r i e s  from around 2.3% i n  Panama t o  3.9% i n  



Nicaragua; E l  Salvador, whose population of almost f i v e  mil l ion i s  increasing 

2.96 annuaily, faces  ser ious  population pressures on i ts  lana ano resource 

base. The d i s t r i bu t i on  of income within these countr ies  is  typ ica l ly  

unequally d i s t r i au t eo  and the economic decline of the past  several  years 

probably worsened t h i s  d i s t r i bu t i on .  The Economic Commission fo r  Latin 

h e r i c a  (ECLA) has estimate0 t h a t  i n  1980, the 20 percent of inaiviouals  w i t h  

the highest incomes captured between 49 percent of the t o t a l  (Costa Rica) and 

66 percent ( E l  Salvador); an0 the  bottom 50 percent of inoiviouals  between 21 

percent (Costa Rica) and only 12 percent (El Salvaoor) . 

There are  oi f ferences  i n  the  economic s t ruc ture  of tnese countr ies ,  altnough 

ag r i cu l t u r a l  production plays an important ro le  i n  the exports of a l l  of 

them. While the re  has been a r e l a t i ve  increase i n  the  past  two aecaoes i n  the 

manufacturing sec tors  i n  a l l  of the countr ies ,  they remain preaominantly 

exporters of primary ag r i cu l t u r a l  proaucts. About 90 percent of the value of 

Mnauras'  exports  are  primary products; among the f i v e  member countries of the 

. - b 
CKY, the share is  lowest for  Costa Rica, a t  75 percent. Exc luc in~  

re-zxports, Panama's exports  are  roughly 70 percenr primary proaucts. 

Despit3 these ana other d i f ferences ,  these six couniries--2na especia l ly  tne  

members of CACM--have much i n  common. They have faced s imi la r  external  

pressures, ana have formuiateo s imilar  policy responses. Ana, a s  ina ica tea  

above, a l l  now face the challenge t o  reac t iva te  economies which have pe r foneo  

baoly i n  recent years. 



The s tagnat ion ana aecl ine  thoughout the region can be traced t o  several  

1. H i ~ n  o i l  p r ices ,  prolongeo worlo recession, -aria weak demana/prices f o r  

corimodity exoorts. 

A l l  of the  countr ies  i n  the region were baoly a f fec tea  by tne sharp r i s e  

i n  o i l  p r ices  during the 1970s. O i l  imports i n  1981, a f t e r  the secono 

rouna of pr ice  r i s e s  an0 before the col lapse  of Central America's exports, 

were equa l . to  more than one-f i f th  of export revenues. 

Moreover, s lack world aemano for  Central kner ica ' s  key export proaucts 

(coffee ,  bananas, cot ton,  sugar,  and meat) couplea w i t n  inflat ion-driven 

increases i n  pr ices  of t h e i r  iir,?orts, l e ~  t o  a d r a s t i c  ~ e t e r i o r a ~ i o n  of 

the region's  t e rn s  of t rade ( the  re la t ionship  between t h e i r  export an0 

irc7ort p r ices )  s t a r t i ng  i n  1977. tietheen 1977 Ena 1982 the  t e rn s  of t raae  

f e l l  &I%; the inGex (1970=100) arcpped from 121 i n  1977 t o  71 i n  1982. 

Trie s i ~ n i f i c a n c e  of t h i s  oetericlration i s  tha t  the quanti ty o f ,  exports 

mus t  increase i n  reverse re la t ionsh ip  t o  the oecline i n  the  terms of traoe 

just t o  import the same quantl ty of cjooos. However a t  the  same time t h a t  
- 

the export-irnport pr ice  re la t ionship  was de te r io ra t ing  fo r  these 

countr ies ,  the  importers of t h e i r  proaucts were a l s o  aen~anoing l e s s  i n  

volume terms. 

Since each of these countr ies  has a r e l a t i ve ly  open economy i n  whicn 

exports  of 9030s and nonfactor services  account f o r  25 t o  40 percent of 

GDP, the s h o r t f a l l  i n  export earnings reGclcea the a o i l i t y  t o  inport  raw 

mater ia ls ,  spare pa r t s ,  and other. c a p i t a l  ana consumer gooas, contributing 

t o  the economic slo'waown (Table 3 ) .  



Costa Rica 
Exports 
Imports 

E l  Salvaaor 
Exports 
Imports 

Guatemala 
Exports 
Imports 

i-bnduras 
Exports 
Imports 

Nicaragua 
Exports 
Imports 

Panama 
Exports 
Imports 

Table 3: Traae Performance, i960-1982 

(Average annual percent groath r a t e )  

2 .  Intra-regional  tensions an0 p o l i t i c a l  unrest .  

. . 

The con f l i c t  between E l  Salvador ana Mnauras i n  1969 adversely a f fec te0  

cooperation among the CAM countr ies  ano beGan a prgcess whicn graoually 

undermined the dynamics of the common market. Nevertheless, 

intra-regional  t raoe ,  largely  i n  manufactureo gooos, continue0 t o  grow 

u n t i l  1980. Since 1980 p o l i t i c a l  unrest i n  Nicaragua, E l  Salvaoor ancl 

Guatemala ano the financial pr00lems of a l l  t he  CAD4 countr ies  l e a  t o  a 

sharp decl ine  i n  intra-regional  traoe:  the value of such traoe f e l l  by 

almost one-thiro between 1980 an0 1982. Tnis col lagse  of intra-CACJ.1 

traoe--in pa r t  because of the accumulation of ser ious  t r aae  imbalances 



between cos t a  Rica and ~ua temala  w i t h  surplusses on t h e  one hand an0 

Nicaragua, U Salvador, and Honauras on the other--contr i~utea  t o  the  

region-wiae economic' contraction.  

Another econoniz consequence of p o l i t i c a l  confl ict--besiaes t he  

dest ruct ion of economic infrastructure--has been commercial bank ana 

investor retrenchment. Pr ivate  sector  conf idence, both ' i n  ana outsloe 

Central Pmerica, has been shaken; domestic and foreign investment has 

aeclinea an0 cap i ta l  f l i g h t  has been subs tan t ia l .  Although accurate 

measuremenJs of c ap i t a l  f l i g h t  a re  unavailable, balance of payments data  

i m p l y  t h a t  some $2.5 t o  $3.0 b i l l i o n  i n  pr ivate  cap i t a l  flowea out of tne  

six countr ies  between 1979 ana 1982. 

3. ~ e a k  e c o n o ~ i c  management. 

Tne Central Aqerican countr ies  had t r ad i t i ona l l y  been charzcterizea oy 

souna econonic mana~ernent a s  evioenced by t h e i r  re la t ive iy  gooa i n f l a t i on  

perforr~ance. However, they s h i f t ~ a  po l ic ies  a f t e r  the  secona o i l  snock, 

the snarp increase i n  i n t e r e s t  r a t e s  and the onset of recession i n  the  

CniteO Sta tes ;  Each of the  countr ies  increasea p u ~ l l c  sec tor  spenalng i n  
- 

an a t t e c p t  t o  sus ta in  domestic economic a c t i v i t y ;  l a rge r  public sectclr 

d e f i c i t s  l e a  t o  higher i n f l a t i o n  (especia l ly  i n  Costa Gica) ana increasea 

foreign aebt (especia l ly  i n  Costa Hica and Panama). In 1980, i n f l a t i on  i n  

a l l  of the  countr ies  was i n  double a i g i t s  ano, betkveen 1975 ana 1980, 

external  aebt  i n  the region increasea more than 20m. 



4. CornrnerCial bank re t renchqent  . 

With t h e  beg inn ing  of t h e  i n t e r n a t i o n a l  f i n a n c i a l  c r i s i s  i n  1982,  t h e  

C e n t r a l  American c o u n t r i e s  l o s t  t h e i r  l i r n i t e a  a c c e s s  t o  t h e  i n t e r n a t i o n a l  

commercial  banking market .  Traae  f i n a n c e  l i n e s  were c u t  a n a  p u b l i c  a n a  

p r i v a t e  s e c t o r  bor rowers  were u n a b l e  . t o  r a i s e  new f u n a s .  To some e x t e n t ,  

t h i s  r e i n f o r c e 0  t h e  a r o p  i n  i m p o r t s  and t h e  a e c l i n e  i n  economic a c t i v i t y ,  

even though i n c r e a s e d  o f f i c i a l  a s s i s t a n c e  more t h a n  o f f s e t  t h e  d e c l i n e  i n  

commercial  bank c r e a i t s .  
* 

The l e g a c y  o f  t n e s e  aeveloprnents  i s  e c o n o n ~ i c  stagnation--witn a t t e n o a n t  

~ i c e s p r e a o  unemployment, d e c l i n i n g  r e a l  incomes,  ana  d e c l i n i n g  t raoe--ana a 

s l ~ n i f i c a n t  accumula t ion  o f  e x t e r n a l  a e b t .  Tne s i z e  o f  t n e  O e G t  an0  t n e  

burden o f  s e r v i c i n g  t h i s  d e b t ,  r e l a t i v e  f o r e i g n  exchange e a r n i n s s ,  a r e  nigkesC 

i n  Cos ta  R ica ,  Nica ragua ,  ana  Panama. 

T o t a l  disburses a e b t  o f  t h e  f i v e  CADI c o u n t r i e s  was e s t i m a t e 0  a t  $11.0 b i l l i o n  

a t  th? end o f  l a s t  y e a r ;  i n c l u d i n g  Panama, t h e  d e b t  t o t a l  was $14 b i l l i o n .  

(The d e b t  f i g u r e s  i n  Tab le  5 probab ly  u n c e r e s t i m a t e  s h o r t  term a n a  p r i v a t e  

s e c t o r  i n d e b t e d n e s s . )  About 4m o f  t h i s  a e b t  h a s  been borrawea from 

c o m n e r c i a l  banks .  



Table 5 :  External Debt Data 

Total Debt Banks a s  % 1982 Debt 

(end 1982) o f -  Total Service Ratio* 

Costa Rica 
El  Salvador 
Guateinala 
Honduras 
Nicaragua 
Panama 

*As % of merchanaise exports  ana non-factor service  earnings. 
*+Public aeSt only. 

Although aebt service  buroens a re  l e s s  than tnose of countries l i k e  Mexico an0 

Erazi l ,  a l l  of the countries i n  Central Pmerica a re  having a i f f i c u l t y  

msintaining timely debt service  payments. Costa Rica, ana Panama a re  

currently res t ructur ing t h e i r  external  debt. Nicaragua i s  presently i n  

z r z z a r s  on debt xnim was res t ructureg i n  1980 ana 1981. Guatemala, Eonzurzs 

an3 E l  Salvaaor a re  a l so  having d i f f i c u l t y  meeting aebt payments. 

Facea w i t h  these condit ions,  a l l  of the  Central Psr~erican countries--except 

Nicaragua which may en te r  i n t o  negotiat ions w i t h  the  Funo ouring the  

fsll--nave acoptea IMF sanctiofieo s ~ a i l l z s t i o n  procjrzrr~s. The programs aim a t  

reaucing p u ~ l i c  sector  a e t i c i t s  and slowing rapia money supgly growth i n  orcer 

t o  resuce i n f l a t i o n ,  while a t  the same tlme s t a ~ l l i z i n g  the  balance of 

payments. There have alreaoy been some successes: i n f l a t i o n  has f a l l e n  

sharply i n  a l l  of the  countr ies ;  i n  Costa Rlca, wnere i n r l a t i o n  was 9% l a s t  

year,  pr ices  rose a t  an annual r a t e  of 20% i n  the f i r s t  half  of 1983. 



These programs probaoly imply continued economic stagnation f o r  a t  l e a s t  

1983-84, u n t i l  in te rna t iona l  econornlc ana financial conait ions improve. 

Despite the i naus t r i a l i z a t i on  e f f o r t s  of the past  two aecaaes--which were 

largely  aimea a t  the  regional  market--the economic recovery of Central America 

basical ly  r e s t s  on higher commodity p r ices  ana increases aemana. Arouna 7& 

of the  extra-regional exports  of the  s i x  Central American countries a r e  

accounted f o r  by s i x  commodities: coffee;  bananas, cot ton,  meat, shrimp, ana 

sugar. Coffee ana sugar seem t o  be i n  s t ruc tu r a l  oversupply ana, a s  a r e s u l t ,  

pr ices  remain wesk. Pr ices  of the other  key export cornmoaities have a l s o  not 

performea well.  Thus, the terms of t raoe  ana, u l t imately ,  the  earnings of the  
" 

region have not yet  benef i t ted  from economic recovery i n  the  Unitea S ta tes .  

As a r e s u l t ,  imports (ana, hence, economic a c t i v i t y )  a re  constralnea oy the 

a v a i l a a i l i t y  of foreign finance ana the neea t o  aevote foreign exchange t o  

lb:are general ly ,  the  region 's  external  performance will oe largely  ae~erminea 
a 

by tne cev?lcgments i n  three  key v a r i ~ a l e s :  a o l l a r  i n t e r e s t  r a t e s ,  o i l  prlces 

2nd con;mooity pr ices .  The s e n s i t i v i t y  of' Lhe oalance of paymenLs t o  these 

var iables  can be eas i ly  summarizea. Because of the l a rge  share of generally 

f ixea  i n t e r e s t  r a t e  ana lower cos t  o f f i c i a l  f insnce i n  Lne region 's  t o t a l  

fore isn  aeb t ,  a  one percentage point  r i s e  i n  average i n t e r e s t  r a t e s  cos t s  

Central American countries about $60 mill ion per year. A 10% r i s e  i n  o i l  

pr ices  cos t s  some $100 mill ion.  And a 10% r i s e  i n  the pr ices  of the region 's  

cornoaity exports  woula produce aaaea annual revenues of a t  l e a s t  $350 t o  $400 

mill ion fo r  the  s i x  countr ies  a s  a group. 

The irr~portance of these key var iables  ShOula not ue unaerestlmatea; i n  both 

the shor t  ana meaium run, t h e i r  pe r fonanze  w i l l  l a rgzly  ae t emine  the 

external  f i nanc i a l  neeas of t h e  countr ies .  A healtny worla economy 



characterizes by moaerately increasing prices for the region's main coin~ooity 

exports, s table  or l 0 w r  in teres t  ra tes ,  ana stagnant or .aeclining o i l  prices 

woula consiaerably ease 'the balance of Payments proDlem ana exert a positive 

influence on economic ac t iv i ty  i n  the region. 

Revertheless, the overall financing requirement for the region w i l l  remain 

large. Specific forecasts have not yet been preparea, i n  part because of the 

many pol i t ica l  uncertainties which crucially affect  economic variables. In 

the short run, the b u l k  of new financing w i l l  come from o f f i c i a l  sources since 

conaercial leqaers are unwilling t o  extena new c rea i t s  outsiae of so-callea 

"involuntaryu lenaing i n  the context of formal restructuring agreements. For 

exmple, l a s t  year commercial banks coverea only about 13% of the net 

financing requirement of the region comparea t o  about 31% i n  1980. (The aata 

i n  T a S l e  6 unoerestimate the role of the banks i n  1982 since some of the 

icent if ied principal and in teres t  arrears  were owes to  them.) 

Tab12 6 : Centzal A7eri,2a1 s l e t  Finacing Reouirement 

N;t Requirement* $2.5 b i l l ion  $2.8 b i l l ion  

Sources of Finsnce 1CG; - lo@& - 
Direct investment 9 8 
Conrrrercial banks 3 1 13 
IMF 0 3 
U .  S. Government 8 13 
Other o f f i c i z l  grants 

an0 loans 31 35 
Arrears 2 22 
Reserve usage 13 -3 
Unicentifieo 6 9 

* Definea as the sum of the current account Cefici t  plus 

estimate0 capi tal  f l ignt  . 



More than half of the borrowing requirement was met by lenaing or grants from 

o f f i c i ~ l  sources, incluaing the U.S. government, the IMF, the Norla Bank, ano 

t ! e  IGB. Although data are not s t r i c t l y  comparable, U. 5 .  financial assistance 

(incluoing aevelopment assistance, economic support funosj P~430 ano CCC 

guarantees) of some $370 million accounted for  about 13% of the region's 

financial neeos l a s t  year. Comoineo Venezuelan ana Mexican assistance, 

through the concessional o i l  f a c i l i t y ,  total led arouna $200 million. 

viithout a  s ignif icant  increase particular , lower longer 

term credi t s  which reinforce economic restructuring programs contribute . t o  an 
* 

im?rovement i n  oebt s t ructure,  ana ease aetjt service payments--imports w i l l  

rsmsin depressed and economic recovery w i l l  be aelayeo. However, unless the 

private sector--botn foreign and aornestic--begins investing, any irrrprclvernent 

i n  near-term economic conaitions financea .by higher levels of o f f i c i a l  

finzncial support w i l l  be short livea--ana coulo leacl t o  renewea capital  

f l i c h t  . 
. 

C-l A - ticel Econmic Issues 

A numkr of issues are c r i t i c a l  t o  the econonuc evolutior; o f  tne region. In 

the short an0 rneaium tern,, the key economic neecs of the Central Pmerican 

countries are: 

-- t o  ha l t  economic oeterioration; 

-- t o  contain inf la t ion;  

-- t o  reduce balance-of-payments ~ e f i c i t s  ano t o  reyuisrize aeot service; 

-- t o  look beyono short-term staDilization and t o  reinvigorate economic 
growtn on a  sustainable basis;  

-- t o  s t inula te  private investment, botn from internal  ana external sources; 



-- t o  reauce high population growtn r a t e s  ana t o  c rea te  jobs f o r  rapia ly  
growing labor  fo rces ;  

-- t o  r e v i t a l i z e  regional economic i n s t i t u t i o n s  i n  oraer  t o  mitigare the  
problem of small national  markets; 

-- t o  el iminate ana reverse c s p i t z l  f l i g h t ;  

-- t o  res to re  p o l i t i c a l  and economic confidence i n  oroer t o  end the  f l i g h t  
of human cap i t a l ;  

-- t o  d ivers i fy  t h e .  unaerlying economic s t ruc tu r e s  ana export oases i n  
order t o  reauce the vulnerabi l i ty  t o  commoaity pr ice  cycles;  

-- t o  promote a  more equitable a i s t r i bu t i on  of incorns. 

. 
Many of these p ro~ lems  have a  one t o  two year time horizon, sucn . a s  

s taDi l iza t ion ,  while others  can oe oea l t  w i t h  only over t h e .  meaium term, sucn 

a s  reinvigorating the CfiG.1, st imulating new investment, and pron~otlng 

sustainable econorni: growtn. The a i f f e r en t  rime horizons a re  crucia l  t o  the  

develogment of any economic program. Similarly,  it  seems c l ea r  tha t  none of 

tnese problems can be adaresseo e f fec t ive ly  w r i n g  a  mil i tary  conf l i c t .  Until 

po!itical s t a a i l i t y  rz turns  t o  the region e c o n c ~ i c  perfonance w i l l  remain 

weak a t  bes t .  

For each of these i s sues ,  the re  a re  d i f f e r en t  t a c t i c s  whicn shoulo be 

discussed. I t  i s  not the purpose of t h i s  paper t o  develop these issues ,  but 

several  key f ac to r s  should oe highlignteo fo r  oiscussion.  

Tne oon~inant objective i n  tne shorr-tern1 has t o  rje t o  h a l t  tne  economic 

de te r io ra t ion  and lay  the grouna worK for  fu tu re  economic growth. In t h i s  

context t h e  r o l e  of' IMF sanctioneo s t a c i l i z a t i o n  programs w l l l  nee0 t a  De 



aaaressea. There i s  consiaerable aisagreement over IMF conai t ional i ty .  Some 

observers claim tha t  the Fund's approach is  unduly harsh and cost ly  i n  t e rn s  

of economic growth; while Others argue t ha t  i n  the absence of IMF: c r e o i t  ana 

policy guidance, the economic aojustment woula be even sharper. 

2. The neea f o r  oebt r e l i e f  

In a sense, only Costa Rica, Panama ana Nicaragua have s lgn i f ican t  oebt 

problems, and, a s  inaicated above, changes i n  i n t e r e s t  r a t e s  have a re la t ive ly  

minor e f f ec t  on tne  balance of payments. Nevertheless, the  oebt buroens of 
w 

these countries may be s i gn i f i c an t  cons t ra in t s  on econon~ic recovery ana 

expansion. Although these debt problems are  no a i f ' ferent  tnan those which 

e x i s t  throughout the  Hemisphere, there may be a neea t o  aevelop mechanisms fo r  

extraorainary aebt r e l i e f ,  incluaing concessionsl terms for  2ublic sector 

rescheaulings, lower i n t e r e s t  co s t s  on pr ivate  sec tor  deb t ,  long-term oeDt 

r e s ~ r u c t ~ r i n g  , or  i n t e r e s t  cost  subsia les .  A t  tne same time, such proposals 
. . b s h o ~ l c  'se examinea i n  the ccntext  of the broaaer oect  prcblein, wicn  par t i c2 la r  

reference t o  Latin G-nerlca. 

Unoer almost any r e a l i s t i c  scenario,  the region w i l l  remain oepenoent on a 

hanafal of commoaities f o r  i t s  export earnings. The pr ices  of these 

commodities tena t o  move i n  concert ana, t o  some extent ,  a re  affectea  oy 

business cycles i n  the i nous t r i a l  economies. However, the steaoy Gecline i n  

the t e rn s  of t raoe  i n  recent years may Suggest s t r u c t u r a l ,  ra tner  tnan 

cyc l i ca l ,  weaknesses.) Vola t i l i ty  i n  export earnings nas a powerful impact on 



economic omance. Proposals t o  mit igate tqe impact e i t he r  through 

com~oai ty  pr ice  s t ab i l i z a t i on  schemes (almost ce r ta in ly .  unworkable fo r  the  

region 's  pa r t i cu l a r  expo'rts) o r  specia l  a ss i s t ance  payments t r iggerea  by p r ice  

decl ines  ( l i k e  t he  IMF's Compensatory Finance- Fac i l i t y  on tne European 

Community s STAEX scheme) might be consiaerea. 

4. The future  of reaional  in tea ra t ion  

One of the  most important questions over both the  short-ana meaium-term i s  the  

fu tu re  of C A P .  The Consultative Group i n i t i a t i v e  being aiscussea i n  Brussels 

a x i n g  Septem~er  13 t o  15 has a s  i ts  centerpiece a proposal t o  reinvigorate 

ex i s t ing  regional economic s t ruc tu res .  This  r a i ses  f inanc ia l  questions about 

rela. t ions between c r ea i t o r  ana oeDror countr ies  within the  region, p o l l t i c a i  

questions about the ro le  of Nicaragua ana i t s  r e l a t i ons  w i t h  o ther  CACM 

inembers ano economic questions asout the long-run v i h b i l i t y  of a regionally 

focussed economic oevelopment s t ra tegy .  In the short-run,  any progress i n  

rzbuilzing in t ra-regional  t r aae  woula con t r iba te  t o  economic recovery; 

hwever ,  there  a r e  a i f ferences  of o?inion about' the extent  t o  which the 

benef i t s  of in tegra t ion  were exhausted by the  ena of tne  1970s. Inaeea, the  

Carib'sean Sasin I n i t i a t i v e  (CBI ) e f f ec t i ve ly  proposes an a l t e rna t i ve  rnoael of 
- 

cev5lopmznt, one which i s  extra-regionally ( l . e . ,  towards the  U.S.)  or ientea .  

5. Tne r e l a t i ve  ro les  of the public ano p r iva te  sec to rs .  

With the decline i n  pr ivate  sec to r  investment and aevelopment of s i g a i f i c a n t  

c a p i t a l  f l i g h t ,  e f f o r t s  t o  r e su sc i t a t e  the  economi?~ I n  tne  reglon nave tenceo 

t o  focus on the public sector .  The nat ional  au tho r i t i e s  have r e l i e a  on public 

sector  investment t o  provioe jam; o f f i c i a l  f inanc ia l  a ss i s t ance  tenos t o  tlow 



through public sector  i n s t i t u t i o n s  i n  recipient  countr ies ;  ano even where 

o f f i c i a l  monies are  avai lable  t o  encourage pr ivate  sec tor  i n i t i a t i v e s ,  

investor reluctance because of p o l i t i c a l  ana economic conoit ions r e su l t s  i n  

unaeru t i l i za t ion  of programs. As long a s  the region remains aepenaent on 

o f f i c i a l  f inanc ia l  flows ana preoccupiea with  p o l i t i c a l  i n s t a b i l i t y ,  ' t h e s e  

problems w i l l  remain acute. 

Any discussion of future  economic ass is tance programs w i l l  have t o  aooress the  

impact of such flows on economic s t ruc tu r e s  ana, i npa r t i cu l a r ,  the public 

p r iva te  traoe-off .  In a s imi la r  vein, the re  may be a i f f e r i ny  views of the  
v 

capacity of ex i s t ing  public sec tor  i n s t i t u t i o n s  i n  the region t o  aSsorS 

s i ~ n i f i c a n t  incremental amounts of f inanc ia l  a s s i s t ~ n c e .  

The Unitea S ta tes  i s  presently a major source of f inanc ia l  ass is tance t o  

. . Centrzl A ~ e r i c a ;  our assumption i s  tha t  t h i s  r a l e  w i l l  ccntinue and perhaps a 

ex;ar,c: i n  the eoming years i n  an e f f o r t  t o  he17 these countries aacress t h e i r  

economic problems. The economic ano p o l i t i c a l  i s sues  a re  in ter txinea.  

l:/:rltnout economic recovery, the p o i i t i c a l  ano soc la l  c o n f l i c t s  w i l l  ten0 t o  

worsen. Witnout a reauction i n  the l eve l s  of violence, sus ta inable  economic 

recovery--at l e a s t  i n  some of the  countr ies  ano perhaps I n  a l l  of them--is 

unlikely.  

As mentionea e a r l i e r ,  we have not attempted t o  quantify the  region 's  f inanc ia l  

neeas o r  i ts  a b i l i t y  t o  use productively aao i t iona l  ass i s tance .  Nevertheless, 

on the assumption t ha t  large-scale  ass i s tance  w i l l  continue, tne  following 



discussion l ays  out a l t e rna t i ve  conceptual, organizational  ano suosttinr;ive 

pat terns  which the Unitea S ta tes  might employ t o  encourage achievement of 

economic (ana o ther )  object ives .  They a r e  not  necessari ly mutually exclusive. 

1. The United S ta tes  can a r an t  a s e r i e s  of b i l a t e r a l  economic concessions ana 

encouraae other countr ies  t o  ao the  same. 

T h i s ,  e s s en t i a l l y ,  is  current  policy. The Caribbean Basin I n i t i a t i v e  haa 

th ree  elements, the  f i r s t  two of which seem t o  be prospering: increase0 a i o ;  

one-way f r ee  , t r a d e ;  ana tax concessions fo r  new U.S. investment i n  t B I  

beneficiary countries.  The U. 5 .  has encourssea other countr ies  i n  the Western 

Hemisphere (Canada, Mexico, Colombia, and ~ e n e z u e l a )  t o  proviae C O ~ C ~ S S ~ O ~ S  of 

t h e i r  own. Antesating the  C B I ,  Mexico ana Venezuela agreea t o  proviae 011 t o  

coclntries i n  the Caribbean Sasin on concessional t e n s .  The Inter-knerican 

kvelcrpment Bank i s  sponsoring a group a e s i ~ n e a  t b  seek a l a  for Central 

A~er izan  countries.  (The World Bank cha i r s  an a i a  group for  countr ies  i n  the 

Cari5Sean.) Otner spec i f i c  concessions can be consicerea. Tnese might 

inzluce s e t t i ng  up a traae-financing f a c i l i t y  supportec by pucllic funas;  

helping t o  funa a CAM payments f a c i l i t y ;  removlng the C B I  t r a ae  r e s t r i c t i ons ;  

providing tax concessions fo r  holaing conferences i n  Central Anerican 

c c u n t s e s ;  increasing the  Overseas Private Investment Corporationls a t t en t ion  

t o  Central Anerica; ?romoting traoe by developing a small loan f a c i l i t y  within 

the Export-Import Banks; ana provioing generous res t ructur ing of public aebt 

owed o f f i c i a l  U.S. agencies. More generally., a dramatic increase i n  b i l a t e r a l  

economic ass is tance through t r ao i t i ona l  venlcles l i k e  a i a  programs couio be 

usea t o  f a c i l i t a t e  the econon~ic aajustment process. 



The advantage of t h i s  approach is tha t  i t  is spec i f i c  and the benef i ts ,  while 

o f ten  uncer ts in  a s  t o  magnituae, a re  tangible. T h i s  approacn t o  policy 

requires  no new i n s t i t u t i o n s ,  ana fo r  the most par t  aoes not require new 

l eg i s l a t i on .  When concessions a re  granteo b i l a t e r a l l y ,  t he  Unitea S ta tes  can 

aiscriminate among countr ies ,  which i t  may wish  t o  ao on human r igh t s  grounas, 

because of p o l i t i c a l  h o s t i l i t y  t o  par t i cu la r  countr ies ,  o r  fo r  other reasons. 

T h i s  policy alreaay e x i s t s ,  w i t h '  many spec i f ic  elements i n  place, ana 

aao i t iona l  concessions can De aaaea a t  U.S. a i s c r e t i on  ana a t  U.S. timing. 

Its major aisadvantage is tha t  i t  is an accumulation of concessions without 

ariy s t ruc ture  t o  t r a n s l a t e  concessions i n to  susta inable  economic aevelopment. 

I t s  dynamism, therefore ,  may aepend on aaaing new concessions from time t o  

' time, while hoping t ha t  past  concessions w i l l  promote economic progress 

thereby making fur ther  concessions reaunsant. I t s  major shortcoming i s  that  

most of the  spec i f i c  concessions are  hanoouts requiring l i t t l e  i n  return from 

rec ip ien t  nat ions .  Although t h i s  i s  not uniformly the case ,  s ince  aiG can t;e 

. . 0 withkel0 on vsrious grounas o r  be cranteo only f o r  spec i f i c  projects  wnicn 

carry tf ieir  oivn conai t ions ,  i t  i s  generally t rue .  The piece meal approach 

lacks  an overal l  motivating force ana has no aef inable  t a rge t s .  Hence, 

sus ts ining p o l i t i c a l  support i n  the U.S. anG other  aonor countries is  

a i f f i c u l t ;  moreover, the  strong b i l h t e r a l  f lavor  of tne programs may f a i l  t o  

a t t r a c t  mul t i l a te ra l  support. The r e su l t  could be l e s s  economic (ana 

p o l i t i c a l )  support tnan mignt otherwise be posslole.  



2. In oraer  t o  cor rec t  tne  s t ruc tu r a l  sn~r tcomings of tne pure 

specific-concession option, a reeional  framework micnt o e  consKructea which 

makes concessions t o  spec i f i c  counKries conait ional  on counrerpart ac t ions  by 

them. 

Analogies a r e  dangerous because the circumstances ana substance a i f f e r  from 

case t o  case ,  but t h i s  option i s  closely re la ted t o  the model' of the Alliance 

for  Progress. The broaa understanaing unaer whicn U.S. aiO was grantea auring 

the  Alliance and the condit ions imposed on recipient  countr ies  were s e t  f o r t h  

i n  the Charter of Punta a e l  Este. The framework was given operational content 

by the  Nine Wise Men and l a t e r  t h e  C I A P  s t ruc ture  (the Inter-knerican 

Committee f o r  the  Alliance f o r  Progress);  these mechanisms involvea 

dispassionate appraisa ls  of national  aevelopment programs oy experts  from 

tnrouc$out the  Hemisgnere. Those who were involvea i n  t he  Wise Men o r  Kne 

CIAP process speak well of eacn of them primarily because the exper t ise  was 

perceive0 a s  genuine, the appraisal  i'rienoly i f  rigorous, ano tne ccjncext 

multi?ateral--therby avoiaing the  c o n f l i c t s  whicn i n e v i t a ~ l y  a r i s e  I n  a 

b i l s t e r a l  U .  S. - recipient  re la t ionshi? .  Tne frsmewoik succeeces for a tlme ana 

probasly contributed t o  the impressive economic performance throughout Latin 

Anerica w r i n g  the 1960s ana 1970s. 

The analogy presupposes a mul t i l a te ra l  framework involving a t  a minimum the 

Unitec S ta tes  an0 a l l  the rec ip ien t  nations. The nonbership could be expanoea 

t o  include other aonor nations. The broaaer i t  Gets, however, the more i t  

resemoles a pure a i a  program, a s o r t  of world i3nk fo r  Central bmerica. 



The aavantage of t h i s  approach have been s ta ted .  It imposes a  s t ruc ture  on 

spec i f i c  concessions; i t  can add an appraisa l  process t o  assess  country 

behavior a s  a condition precedent t o  providing concessions; and i t  can reauce 

the  f r i c t i o n  inherent i n  a  purely b i l a t e r a l  process. Tne U l i a n c e  analogy can 

be ca r r ied  one s t ep  fu r ther ,  by adaing econoinic growtn and soc i a l  t a rge t s ,  ana 

t h i s  might aad spec i f i c i t y  ana a  time frame t o  the  s t ruc tu r e ,  although t a rge t s  

should be exhorta t ive  ra ther  than precise: 

The disaavantages a re  those of the  analogy. Whatever one's  vlew of the 

success of the  Alliance, it i s  haro t o  resur rec t  a  1960s s t ruc tu r e  on a  more 
* 

liinitea group of countr ies  i n  the 1980s. In aao i t ion ,  the  U l i a n c e  was 

e s sen t i a l l y  an a id  program and may not be an appropriate framework t o  aaaress 

t rade ana other  i ssues  wnich are  c r i t i c a l  tooay. 

3.  The U.S. snd others could foreoo a  new s t ruc ture  and seek t o  r ev i t a l i z e  

ex i s t ina  i n s t i t u t i o n s .  

The Consultative Group for  the Caribbean, which has been successful  i n  

mobilizing f inanc ia l  support t o  a s s i s t  economic res t ructur ing e f f o r t s ,  is  an 

exam713 of a  suo- ins t i tu t ion w i t n  a  specia l  regional focus e s t aS? l s t ; e~  witnin 

an ex i s t ing  i n s t i t u t i o n .  The Consultative Group on Central Anerica, sponsorea 

by the IaD,  i s  a  f i r s t  s t ep  i n  t h i s  a i rec t ion  fo r  tne f l ve  CACM countries.  

The advantage of t h l s  approach i s  tha t  i t  avoias establishment of a compietely 

new i n s t i t u t i o n .  Depending on the  membersnip, the  consul ta t ive  group concept 

minimizes b i l a t e r a l  f r i c t i o n s .  Aid g ivers  ana rec ip ien t s  a r e  famll iar  w i t h  

the procedure s ince  i t  i s  use0 i n  many Contexts a s  a  way t o  r a i s e  a i a  funos 



an0 t o  comment on recipient-country economic aevelopinent prograrns. The 

disadvantage i s  tha t  i t  i s  e s sen t i a l l y  an a id  y r o q i n ? ,  but without the crama 

at tencant  on a new s t rucu t re  ana therefore unlikely t o  arouse mucn ala-givlny 

passion. Moreover, the consul ta t ive  group mecnanism can be bulky an0 

i ne f f ec t i ve  i f  i t  lacks  strong oonor support ana aggressive leaaership.  

4. The U.S. and other  c red i to rs  could go bevona the aia-oiving framework an0 

develop a s t ruc tu r e  focussea on regular appraisa ls  ana consultat ions on 

overal l  develooment programs a s  well a s  po l ic ies  i n  spec i f i c  sectors  ( t r a ae ,  

investment, agr icu l tu re ,  eneroy, e t c .  1. 

The analogy here i s  t h a t  of  the  Lome agreement aetween the  European Economic 

Community (EEC)  and the African-CaribSean-Pacific (ACP) countries.  A t  

per iocic  i n t e rva l s ,  usually f ive  years, tne EEC ancl tne  GCP countries sign an 

agreement s e t t i n g  fo r th  mutual r e spons ib i l i t i e s  (up t o  here, t h i s  i s  l i k e  the 

Cnarter of Punta ae l  Este)  an0 EE2 a i a  progrins &re tnen c c m i t t e o  over tnis 

time frarne. In aooit ion t o  this a i d  asgect ,  poiicy-level o f f i c i ~ l s  meet 

per iocical ly  on the p r o o l e ~ s ,  przspects WIJ neecs O T  c l f f e r en t  sec tors .  

There--coula an0 probaoly shouia--also be an annual rrieeting a t  min i s te r ia l  

l eve l  t o  appraise tne 9roGress of a l l  tne ccuntr ies  uncer tne agreement. The 
- 

structure a l so  incorparates a rnec~~anism wnicn t r i c s z r s  aca i t iona l  f inznc ia l  

ass i s tance  if comnoaity p r ices  aecl ine .  

Although i t  woulcl be d i f f i c u l t  f o r  the  Uniteci S t s t e s  t o  make a five-year a i c  

commitment s ince  Congress has not normally been amenaale t o  lons-term 

commitments, t h i s  may not be out of tne questicn ana woula encourage trle 

Central Pmerican countries t o  develop programs tha t  have an extenaed t i ~ e  



frame. The congressional problem could be hanalea a s  i t  was uncler t he  

Alliance, a s  a five-year Ses t -e f for t s  enaeavor ra ther  than a s  an ~ b l i g a t i o n .  

And the donor group could be defined t o  incluae the U.S., Canaaa, Mexico, 

Venezuela and t he  perhaps other major Latin /American countr ies  i f  they a r e  

prepared t o  proviae economic ass is tance.  

The main aavantage of t n i s  s t ruc ture  i s  t h a t  i t  bui las  i n  per loalc  

(semi-annual or  annual) sec tora l  policy reviews. In the absence of t h i s  

a t tent ion-get t ing oevice, the tenaency for  the U.S. Government i s  t o  pay 

a t t en t i on  t o  Central America when a c r i s i s  is  a t  hano, t o  look fo r  

concessions, ana then t o  forget  the region wnen a c r i s i s  erupts elsewnere. 

The per ioaic  meetings may a l so  obviate the need t o  amass concessions - ab i n i t i o  

s ince  they csn emerge from the circun~stances a t  tne  time of tnese regular 

mee t i  nss . 

The disaavant&ge of t h i s  s t r uc tu r e  i s  t h a t ,  w i t h ~ z t  an on-going major 

p o l i t i c a l  co~,mitnent ,  over t i n e  the o f f i c i a l  re7resentation a t  regular ' 

r l g i ~ n a l  meetings i v i l l  probably d i n ~ i n i s h ,  especia l ly  on the ? a r t  of the Unite9 

Sta tes .  The meetings could de t e r i o r a t e  i n t o  aernand-and-reject sessions or  

e f f o r t s  t o  force U. S. o f f i c i a l s  t o  aesisn new ccn?ronise concessions, ra ther  

than j o in t  e f f o r t s  t o  aaaress  pressing macro- ano micro-economic issues .  Th i s  

would be par t i cu la r ly  t rue  i f  the s t a t e m ~ n t s  a t  the meetings were publicize0 

i n  recipient  countr ies  f o r  p o l i t i c a l  purposes, althougn tnis aoes not seem t o  

nave been a major problem f o r  tne EEC. 



Conclusion 

I t  i s  impossible t o  divorce the medium-term economic problem--an0 t o  i aen t i fy  

possible solutions--from current  economic conaitions. Over the short-term, 

the th rus t  of U.S. economic ana f inanc ia l  ass is tance w i l l  inevitably be t o  

reverse the economic aecl ine  and reinforce on-going ana 

res t ructur ing e f f o r t s .  Over a longer time horizon U.S. pollcy can f a c i l i t a t e  

the development of s t ab l e ,  expanaing economies which are  l e s s  vulnerable t o  

the  vagaries of in te rna t iona l  economic conait ions.  

o ther  the k i n a s  o f  U.S. p o l i c y  e f f o r t s  which a r e  a p p r o p r i a t e  

ana which w i l l  be needea i n  th ree  t o  f ive  years ( a t  l e a s t  if economic, 

s t a ~ i l i z a t i o n  e f f o r t s  a r e  successful)  a re  d i f f e r en t .  For example, balance of 

payments ass is tance should become l e s s  c r i t i c a l ,  wnile unin~palreo access t o  

the U.S. market w i l l  take on adced importance fo r  the Central Pmerican 

econonies. 

. 
Tee s t ruc tures  which are  usea t o  Celiver U.S. a s s i s t ~ n c e  shoula De GeSlGneo I n  

the context of both present problems and future  prospects. They should 

encourag  economic s t ab i l i z a t i on  e f f o r t s  now, D u t  anLicipate tne re-emergence 

of r a ~ i ~ i ~  g r c ? , i ~ ,  export oriented economies over the course of tr-ie oecaae. 

The experiences of 1960 tnrough 1975 suggest t h i s  i s  a r e a l i s t i c  goal;  the 

experiences of the past  several  years suggest i t  shoula be an imperative of 

A~e r i can  foreisn policy. 



Appendix : Country Detail 

I t  i s  important t o  highl ight  d i f ferences  i n  economic conai t ions  anlong the 

Central American countries.  The country notes  presented here summarize some 

of the key developments i n  each of the  s i x  countries.  The data t zb l e s  were 

prepared from a var ie ty  of sources including IMf, World Bank, IDB, ECLA, U.S. 

Government and tank fo r  ~ n t e r n a t i o n a l  Settlements aocuments. Note t h a t  the  

ca lcu la t ions  of aebt  service  r a t i o s  a re  basea on i n t e r e s t  ana amortization 

payrr~ents on public sector  aebt ana the export of goods ana non-factor 

services .  As such, i n  countr ies  where there  i s  pr ivate  sector  oebt ana 

especia l ly  where significant arrearages have accumulateo, tnese r a t i o s  a re  

unaerstatea.  

Cost& Rica 

Eetheen 1965 ana 1977, r ea l  GC? i n  Costa Rica more tnan t r i p l eg .  Tnere nas 

reasonaSly ~ i o e  sharing of the benef i t s  of t h i s  3r03uih, a s  messured both i n  

in4?rovp,o incorne d i s t r i bu t i on  ana i n  ixprovec soc i z l  inc ica tors  fo r  healtn ana 

eaucation. The economy underwent considerable a ive r s i f i c a t i on .  f o r  example, 

ex;orts of manufactures increase3 curing those years from 9 t o  29 percent of 

i o t a1  exports. kt export grciwtn i n  manufacturing ( t h a t  i s ,  gross exports  

l e s s  imported inpu ts )  was l e s s  s p e c t ~ c u l a r ;  over the  years i n  question,  the  

value of exports  grew eleven times and of inportea inputs  seven times. Growth 

i n  the acjr icultural  sector  was a l so  l e s s  in~pressive.  Agriculture 's  

contr ibut ion t o  GD? oeclinea from 24 t o  21 percent auring tne 1970s. In 1980, 

ag r i cu l t u r a l  exports  s t i l l  cons t i tu ieo  63 percent of the value of a l l  

merchanaise exports ,  but the need t o  import agricultural proaucts f o r  aon~est lc  

consumption increasea.  



By the l a t e  1970s, Costa Rican export growth slowea because of the ivorla ana 

regional economic slowdown. The public sec tor  d e f i c i t  showea steaay increases 

i n  the l a t t e r  1970s; by 1980 i t  exceeaea 10 percent of GDP ana reacheo 13  

percent of GDP i n  1981. Part ly a s  a r e s u l t ,  t r ad i t i ona l l y  low in f l a t i on  ( l e s s  

than 5 percent a year i n  the ea r ly  1970s) reschea 90% i n  1982. 

Costa Rica thus faced typ ica l  s t ab i l i z a t i on  problems: an unsustainable 

balance of payments a e f i c i t ,  i n a b i l i t y  t o  meet aebt  se rv ice ,  a  ourgeoning 

f i s c a l  d e f i c i t ,  and the beginnings of runaway in f l a t i on .  The country reachea 

agreement w i t h  the IMF i n  l a t e  1982 on a s t ab i l i z a t i on  program, ana has maae 

s ign i f i c an t  progress i n  res t ructur ing i ts debt paynents. On present trends,  

Costa Rica could regain the l a t e  1970s l eve l  of r ea l  per cap i ta  income i n  1985. 

E l  Salvador 

Like the r e s t  of the region, E l  Salvsaor hsa s a t i s f s c io ry  overal l  ecc?u31=: 

groxth from 1960 through the l a t e  1970s. However, t h i s  perfomanze a ia  not 

t r ans l a t e  i n to  im?rovea incor;.~ a i sc r ibu i ion .  Vihat ECLA has ca i leo  'textreme 

povertyn--the i n a b i l i t y  t o  obtain a food basket necessary t o  sus ta in  minimum 

biolocical-nutritional levels--affectea about 50 percent of El  Salvaaor 's  

populfion i n  1980. T h i s  was compara~le  t o  t?e percentage i n  Honauras, but 

higher than other Central American countr ies ;  D y  con t ras t ,  the ECLA 

calcula t ion fo r  Costa 2ica i n  1980 was l e s s  than 14 percent. 

During the almost two aecaaes of strong growtn E l  Salvaaor uevelopea an 

e f f i c i e n t  i ndus t r i a l  base, a t  l e a s t  by Central Anerican stanaards.  Inceea, 

its manufactured exports  aruing the 1970s within the CAO.1 were secona i n  value 

only t o  those of Guatemala. (he weakness of t h i s  export pa t te rn ,  however, was 
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t h a t  almost 80 percent of E l  Salvaaor 's  manufacture0 exports  went t o  other  

C A D I  mern~eis ana these exports  inevi tably  suffereo a s  r e a l  incomes oeciineo i n  

the region. The ag r i cu l t u r a l  sec tor  a l so  experience0 s a t i s f ac to ry  l eve l s  of 

growth ouring most of the 1970s; i n  the t en  years from 1970 tnrougn 1979, 

g r o ~ t h  i n  t h i s  sec tor  was 41 percent, o r  about 3.6 percent a year. 

The economy turned oown i n  1979 Decause of tne combination of in te rna l  

p o l i t i c a l  c o n f l i c t ,  oecl ine  i n  demand of o ther  CACM countries,  and the 

de te r io ra t ion  i n  the terms of traae.  Fixeo investment, whicn was a s  high a s  

26 percent of GD? i n  1978, declined sharply i n  1979 ana has since been between 

10 and 12 percent. Tne public sector  o e f i c i t ,  whien was beKween 1 ano 3 

percent of GCP before 1979, has averagea arouna 10 percent i n  recent years. 

The economic prospects of E l  Salvtiaor are I'lostage t o  the  aon~estic p o l i t i c a l  

s i t ua t i on ;  continuing economic stagnation o r  declne seems l i ke ly  i n  the near 

future.  

. . G, ,- - 0-- b 
La c,.<;ala 

Guatemala is  the  most populous cen t ra l  h e r i c a n  country an0 the  one which 

should have had the most promising economic potent ia l  i n  l i s n t  of i t s  resource 

base. Inceed, i t s  annual average GDP growtn r s t e  fo r  most of  the 1970s, 

around 5.75 percent,  exceeded tha t  of most of Latin America. I t  has the most 

extensive an0 competitive manufacturing base of any of tne  CACN countries ana 

a a i v e r s i f i e a  ag r i cu l t u r a l  sec tor  whose contribution t o  G has aepencea 

mainly on the  key export crops: coffee,  cotton,  suGar, Dananas, an0 oeet'. 

Like E l  Salvsaor, land ownersnip has been hig9ly concentrates. 



The ds;vnturn i n  Guatemala's economy began i n  1978, ana the aecl ine  has s ince  

continuea. A good par t  of the  work force ,  arouna 40 percent, i s  estlmatea t o  

be unemployea or  engaged i n  only part-time a c t i v i t i e s .  Like a l l  of the  

Central Pmerican countr ies  except Nicaragua, Guatemala i s  implementing an 

economic s t ab i l i z a t i on  program, suppcrtea by the IMF. 

Honauras 

Honouras has the  lowest GDP per cap i ta  of the  CAD4 countries ana the nighest 

l eve l s  of i n f an t  mortal i ty ana i l l i t e r a c y .  Except f o r  the aaverse e f f ec t s*  i n  

197a ana 1975 from Hurricane F i f i ,  i t s  GDP growth r a t e s  were hign u n t i l  aoout 

1980 and a l l  major sec tors  sharea i n  t h i s  growth. The problems facea by the  

Honauran economy, apar t  from the p o l i t i c a l  uncertainty whicn the en t i r e  region 

faces ,  a r e  i t s  l imited export base ( the  main agr icu l tu ra l  exports are  bananas 

3na co f f ee ) ,  the severe decline i n  the  terms of t raae  s t a r t i ng  aroung 1979, 

and the u n a e r - ~ e v e l ~ ? e d  nature of i t s  industry ,  which invoivzs l i t t l e  value 

sacred i n  the country. O n l y  about 7 percent of Konaurasl exports go t o  other 

CACY countr ies ,  the lowest percentage of any of the CF\C"Imekers. 

Nicaraaua 

Real GDP growth i n  Nicaragua averagea betheen 5.5 a m  6.5 percent annuaily 

betiveen 1960 ana 1975. knong the reasons f o r  t h i s  groath were the expansion 

cotton proauction the stimulus from t r aae  tne  CACM . 
The turnaround i n  Nicaragua's economy folloivea the mi l i t a ry  con f l i c t  of 

1978-79, whicn in te r rup tea  tne a g r i c u l t u r d  cycle,  aestroyea niany i naus t r i a l  

establishments, ana led t o  a 27% aecl ine  i n  rea l  GDP i n  1979. Ever s ince ,  
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, Nicaragua's r e l a t i ve  ro le  i n  the C A D I  has aeclined and its f i s c a l  an0 

balance-of-payments a e f i c i t s  have DurGeoneo. It rescneaulea its external  oebt 

on re la t ive ly  favorable terms i n  1980 and 1981 ( the  country committea i t s e l f  

t o  pay only 7% i n t e r e s t ,  but agree0 t o  capitalize tne balance of market 

determined i n t e r e s t  co s t s ;  the aeal  was completed because the S a n C I i n i ~ t ~  

regime i n i t i a l l y  inaizatea  i t  woulo not seek ada i t iona l  bank c r e o i t s ) ,  but has 

recently been unable t o  make scheauled payments. Although the country has no 

IMF program the government i s  seeking t o  bring public spenaing i n to  l i n e  witn 

avai lable  resources. Even more than the other countries of the region, its 

p l ~ b l i c  sec tor  has grown ana c r e a i t  t o  the pr ivate  sector  has oeen sharply 

cur ta i l ed .  

The country 's  fu ture  is  nignly uncertain. I t  must overcome a  snortage of 

fo re i sn  exchange fo r  necessary inputs t o  agr icu l tu re  and inaust ry ,  ana must 

e i t ne r  provide more incentives fo r  pr ivaie  sector  investment o r  (more l i k e l y )  

re?lace the shorr 'al l  i n  pr ivate  investnent by puolic investment. The l s t t e r  

e StrZLegy i s  con?licatea by tr,e f i s c a l  aus te r i ty  irn;osea fo r  stabilization 

reasons. Nicaraguan au tho r i t i e s  a r e  no% c o n s i c e r i n ~  an ap?roach t o  Dotn the 

IMF and the  World eank for  balance of payments ass is tance.  

Panama 

Panama is not a  menSer of the CACM and i t s  economy i s  more neavily service  

oriented than t5e other  Central American countr ies .  A t  present ,  agr icul ture  

contr ibutes  about 10 percent t o  GDP (comparea w i t h  Guatemala a t  25 percent ana 

Cost Rica ana Nicaragua, both over 20 percent ) ; n~anufacturing about 10 

percent;  ana services ,  incluaing construction,  the r e s t .  



Panama hao uneven growth during the 1970s, but then rebounaea sharply i n  

1978. I t s  pattern, therefore, has been somewhat diffe.rent from the other 

countries, resuming growth a s  tne i r  declines began and remaining posi t ive,  

although a t  a  declining r a t e ,  through 1982. T h i s  performance reflected the 

positive a f f e c t s  on investor confidence of the signing o f  the Panama Canal 

Treaty, as  well a s  aggressive counter-cyclical policies.  A s  a  resul t  of the 

l a t t e r ,  inf lat ion increased sharply i n  1979 and 1980, ano the current account 

a e f i c i t  reached almost 11% of GDP i n  1979. However, the extreme openness of 

the Panamanian economy tends to  prevent economlc pollcy from aiverging for  

long f r o m  international conaitions. Since Panama is essent ial ly  a ao l ia r  

baseo econorny, the f i sca l  a e f i c i t  must D e  f'lnanacea i n  tne aol lar  capi tal  

markets, ana access to  foreign crea i t  a i rec t ly  aetermines the stance of 

policy. 

Panama has been l e s s  affecteo than many Latin countries by  the OeSt c r l s i s ,  

i t  and i s  currently debt restructuring agreement. 



Costa Rica I 
1 

population: 2.3 mil l ion Population growth r a t e  (1970-81 1: 2.8% ' 
GDP (1981): $2.6 b i l l i o n  Labor force growth r a t e  " : 3.9% 
Gh?/capita (1981): $1,430 Labor force i n  agr icu l ture :  29% 

Literacy ra te :  99% 

~ i s t o r i c a l  Economic Performance 

Cross Domestic Proouct (mP) 6.1 
GDP per c ap i t a  2.7 
Consumer pr ices  2.3 

Exports lp .3  
Imports 11.2 
External Public Debt -- 

(average annual r a t e ,  percent 

Recent Domestic E C O ~ O ~ ~ C  Performance 
(percent 1 

GW 4.9 
GOP per c ap i t a  

V .  
2.5 

Public Sector Deficit/GDD 13.5 11.2 14.3 9.1 
Consurer Pr ices  9.2 18.1 37.1 90.1 
Unenployment Rate 4.9 5.9 8.7 8.9 
Real  ages 4.8 -2.9 -9.1 -19.9 

External Economic Per fonance  

Colones per US$ (yr avg) 
Terns of Trase (K change) 

( 4  mil l ions)  

Exports, fob 9k2 1C31 1C33 876 
I m ~ c r t s ,  r i f  -1357 -1523 -12i3 -26s 

( O i l  ) (150) (229) ( 205 (193) 
Traee Salsnce -455 -527 -21 0 16  
Current Account Balance . -559 -664 -426 -251 

Total Reserves (ex gold)  103 146 131 226 

Total Debt 1911 2522 31 19 3552 
pualic term d e ~ t  ( i n c l .  IMF) - 14?4 1860 2b68 2671 
o t9er  437 662 651 8a l  

OwdO to :  
com~s rc i a l  banks* 
bonbhoiaers* 
other  o f f i c i a l  
lC?F 
i n t e r e s t  arrears** 

+There may be 00uble counting i n  these two ca tegor ies .  
f f ? r i nc ipa l  a r r za r s  a r e  incluoeo i n  67propriaie ceot t o t a l s .  

Debt euroen Indicators  
8 (percent 1 

Public Rat Interest/Exoorts . 10 15 2 5 35 
Public k b t  Int .  + Amort./Exports 32 3 3 52 57 

Total kSt /Expor t s  
Total Det~t/tDP 



El Salvador 

Population: .4.7 m i l l i o n  Population growth r a t e  (1970-81 1.: 2.9% 
GDP (1981): $3.6 b i l l i o n  Labor f o r c e  growm raLe " : 2.8% 
GNP/capi t a  (1981) : 4650 Labor f o r c e  i n  a g r i c u l t u r e :  50% 

Li te r scy  r a t e :  62% 

H i s t o r i c a l  Economic Perfomance 
(average annual r a t e ,  pe rcen t )  

Gross k n e s t i c  Product (a?) - 5.6,  
GDP per  c a p i t a  2.1 
Consumer p r i c e s  0.7 

Exports 
Imports 
External  Pub l i c  Debt 

Recent Domestic Eccnomic Pe t fomance  
(percent  ) 

w .  
G3P per  c a p i t a  

Publ ic  Sec to r  D e f i c i t / G P  
Consumer P r i c e s  
Real Wages (ninimum wage) 

External  Economic Performance 

Colones pe r  US$ ( y r  avg)  

( $  m i l l i o n s )  

Exports,  fob 
Imports, c i f  
T r x e  Eslance 
Current Aacount Ealance 

Total  Reserves (ex go ld )  

Total Debt 
pub l i c  term aebt  
o the r  

oued t o :  
c o m e r c i a 1  banks 
o f f i c i a l  c r e d i t o r s  
IMF 
a r r e a r s  

S b i  Burcen I n a i z a t o r s  
(pe rcen t )  

Publ ic  Debt I n t e r e s t  
Publ ic  DeSt I n t .  + Amort ./Exports 

Total  Debt/Exports 
Total  Debt/a)P 



Population: 7.5 million Population growth r a t e  (1970-81) : 3 .l% 
GDf (1981): $8.7 b i l l i on  Labor force growrh r a t e  'I : 3.201, 
W / c a p i t a  (1981 ) : $1,140 Labor force i n  agricul ture:  55% 

Literacy r s t e :  b7% 

Historical  Economic Perf omance 
(average annual r a t e ,  percent) 

Gross Cbmestic Proouct (GDP) 5.5 5.6 5.7 -1.3 
GD? per capita  2.2 2.1 2.5 -4.2 
Consumer prices 0.8 8.5 10.7 5.8 

Exports 
Imports 
External Public Debt 

Recent Domestic Economic Perfomance 
(percent 1 

GDP 4.7 3 .1  0.9 -3.5 
GDP per capita  1.6 0.7 -2.1 -6.3 

* 

Pdblic Sector Deficit/GW * 3.2 1.0 7.1 5.1 
Consumer Prices 11.5 10.7 11.4 0.4 
Real h'ages 1.9 ' -9.6 6 .4  N A 

External Economic Performance 

Quetzales per US5 (yr avg) 1.0 
Terms of Traae (% chanse) - - 

Exports, fob 
Imports, c i f  
Trade Eal ance 
Current Account Galznce 

Total Reserves (ex cold)  

Total k b t  
public te rn  debt ( inc l .  IVF) 
other 

o*ed to:  
cor~aorcial  banks 
o f f i c i a l  c red i tors  
IMF 
commercial a r rears  

E e ~ t  Burden Indicators 
(percent) 

?uSlic Debt Interest/Expcrts 2 
Public * S t  I n t .  + &ort./Ex,-orts 5 

Total Debt/Exports 
Total kbt/Ci3? 



Honduras 

~opu la t i on :  3.8 mil l ion Population growth r a t e  (1970181 ): 3.4% 
GDP (1981): $2.4 b i l l i on  Laoor force growth r a t e  : 3.1% 
GW/cspita (1981) : $500 L a o r  force i n  agricul ture:  6 3% 

~ i t e r a c y  rate:  60% 

~ i s t o r i c a l  Economic Performance 
(average annual r a t e ,  percent) 

Gross Domestic Product (GDP) 4.7 3.1 5.9 -0.5 
GDP per capi ta  1.5 -0.1 2.5 -4.0 
Consumer prices - 2.4 6.3 9.4 9.6 

Exports 10.9 11.7 21.9 -10.8 
Imports 12.2 12.9 20.7 -15.7 
External Public Debt -- 24.0 30.0 19.0 

Recent Domestic Economic Performance 
(percent) 

GCP 
GDP per capi ta  

Public Sector Deficit/GDP 
Consumer Prices 

External Economic Perf omance 

Lempiras per US4 (yr avg) 
Terms of Traae (% change) 

Exports, fob 
Imports, c i f  
Traze Ealance 
Current Account Ealanco 

Total Reserves (ex gold) 209 

Total Debt 
public term ( inc l  IMF) 
other 

owed to: - 
commercial banks 557 
o f f i c i a l  c red i tors  593 
IMF 0 
in t e r e s t  a r rears  (principal  a r rears  0 
a re  incluaed i n  appropriate debt 

t o t a l )  

Debt eurden Indicators  
(percent) 

Public Debt Interest/Exports 6 
Public Debt Int .  + Amort./Exports 12 

Total DeSt/Exports - 134 
Total Debt/GDP 53 



Nicaraoua t 
I 

Population: 2.8 million Population grodth r a t e  (1970-81 1: 3.9% 
GDP (1981): $2.6 b i l l i on  Labor force growth r a t e  " : 3.6% 
GW/capita (1981): $860 Labor force i n  agricul ture:  13% 

Literacy ra te :  909i 

Historical  Economic Perfomance 
(average annual ra te ,  percent) 

1960-1970 1970-1975 1975-1980 1980-1982 

Gross Oomestic Product (GDP) 6 . 4  5.5 -3.2 3.4 
G9P per capi ta  3.7 2.1 -7.7 0.2 
Consumer pr ices  N A N A 19.1 24.3  

Exports ,10.8 15.9 3.7 -4 .O 
Imports 12.3 ~ 21.9 10.7 -5 .3  
External Public Debt -- 32.6 23.2 22.1 

Recent Domestic Economic Performance 
(percent) 

w 
GDP per capi ta  

U 

Central Government D e f i c i t / W  
Consumer Prices 

External Economic Per fonante  

Corcobas per US$ (y r  avg) 

( $  mill ions)  

Exports, fob 
Imports, fob 

( O i l )  
Trzce Esf ance 
Current Account Salance 

Total Reserves (ex gold) 

Total Debt 
puSliz term ( inc l  l eF )  
other  . 

I 
owed to:  

comxrc ia l  banks 
o f f i c i a l  c red i tors  
IMF 
a r r ea r s  

P?St E ~ r d e n  Indicators 
(percent) 

Public Debt Interest/Exports 
Pualic Debt In t .  + Amort./Ex?orts 

Total Lebt/Exports 
Total Debt/DP 



Panama - 
Population: 1.9 mil l ion Population growth r a t e  (1970-81 1: 2.3% 
GDP (1981): $3.9 b i l l i o n  Labor force growth r a t e  " : 2.4% 
GNP/capita (1981): $1,910 Labor force i n  a ~ r i c u l t u r e :  27% 

Literacy ra te :  85% 

Historical  Econozic Perfcmance 
(average annual r a t e ,  percent) 

Gross Domestic Proauct (a?) 8.0 4.9 11.5 4.2 
GDP per capi ta  4.8 1.6 1.5 1.6 
Consumer prices 1.3 7.2 6.8 5.7 

Exports 
Imports 
External Public Debt 

Recent Domestic Economic Perfomance 
(percent)  

GDP* b.5 6.0 4.3 4.1 
IXP per capi ta  1.9 3.4 1 .7  1.6 

Public Sector Deficit/GDP 11.8 5.2 5.4 11.0 
Consumer Prices 8.0 : 13.8 7.3 4.2 
Unemployment Rate 8.8 8.2 N A N A 
Real Wages -1.6 -4.3 -3.3 N A 

External Economic P e r f o ~ a n c e  

Balboas per US$ ( y r  avg) 
Terns of Traoe (% change) 

Exports, fob 053 526 494 449 
I n ~ o r t s ,  fob -1C3lc -13i3 -1k79 - l L  83 
Traae Galance -625 -51 6 -976 -1043 
Current Account balance -296 -271 -a 29 -474 

Total Reserves (ex gola)  119 117 120 101 

Total Public Debt 
Term (including IMF) 
Snort -t ern 

- 
Owed to :  

o f f i c i a l  c r ed i t o r s  944 1C31 1Q95 1233 
commercial banks 1183 1377 1414 1789 
IMF 41 2 3 9 4 84 

DeSt Eurgen In3icators  
(percent)  

Public Debt In te res t  17 16 17 21 
Public E b t  I n t .  + Amort./Exports 3 5 20 27 . 31 

Total Public Debt/Exports 185 154 159 187 
Total Public Debt/QP 7 7 68 6 7 7 4 


